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President’s Report 

“To provide the highest 9uality water service 
at the lowest price possible while enhancing 
shareholder value and developing associates 
in a desirable work environment.” 

During 1999, I’m proud to report we lived up 
to our mission statement, both financially 
and in terms of providing quality water 
service to our customers. 

Financials Strong 
For Illinois-American, net income was 
$11,315,000. Overall revenues were 
$74,363,000. 

Successful NIWC Merger 
The year included work on three separate 
merger activities, but most notably was the 
integration of Northern Illinois Water 
Corporation, as part of American Water 
Works Company, Inc. acquisition of National 
Enterprises, Inc. 

NIWC serves approximately 62,000 
customers in Champaign, Pontiac, Sterling 
and Streator areas. 

In a matter of months, associates from 
NlWC and IAWC planned and implemented 
a conversion and integration plan to 
centralize the administrative and customer 
functions, The success of the merger project 
depended on the ability of our associates to 
embrace change, work hard, and combine 
the best of two companies into a single “new 
company.” As always, expectations were 
exceeded. The benefits of the new 
organization encompass business practice, 
cultural diversity and individual growth. 

Alton Plant Begins 
This project has been in the deliberative 
stage since the Flood of 1993. The 
combined efforts of associates in Illinois and 
New Jersey culminated in the awarding of a 
construction contract to an Illinois-based 
firm, River City Construction in summer 
1999. 

When completed in late 2000, this new 
facility will replace the 102-year-old plant, 
which is located across a highway from the 
new plant. 

Ready For Y2K 
Work began in the mid-1990s on a 
readiness plan to ensure that the date 
rollover was basically a non-event. 

The insignificance of this event should 
underscore the extreme effort by associates 
in testing, fixing and re-testing all 
computerized systems. 

We are extremely proud that none of our 
customers’ water service was interrupted 
due to Y2K-related events. 

Peoria & Pekin Challenges 
Both communities in our Northern Division 
ended 1999 with certain community leaders 
expressing a desire for municipal ownership 
of the water system. 

The company’s efforts have been 
designed to keep discussions on the “high 
road” by continuing to state that we believe 
the best interests of the communities rest in 
IAWC ownership and operation of their 
water system. 

In both cities, the debate is not over the 
level or satisfaction of service. Proponents 
of municipal ownership in Peoria and Pekin 
cite financial gains through the retention of 
taxes and profits as the reason for pursuing 
ownership. 

It is our continued goal to emphasize what 
is best for the citizens (private ownership), 
and encourage their support. Our goal is to 
reach an amicable end to the controversy. 

The year 1999 was like no other in the 
history of the company. The pace and 
impact of events have changed us 
permanently. Hard work and challenges 
have caused us to grow as individuals and 
as a company. 

We look forward to continuing to grow and 
improve as we strive to fulfill our mission in 
the new millennium. 

Terry Gloriod, President 
March 2000 



Pricewaterhousecoopecr LLP 
Thirty South Seventeenth Street 
Philadelphia PA 1910.3-4094 
Telephone (215) 575 SO00 

Report of Independent Accountants 

To the Board of Directors and Stockholder of 
Illinois-American Water Company 

In our opinion, the accompanying balance sheets and the related statements of income, of 

retained earnings, of cash flows, of capitalization and of common stockholder’s equity present 

fairly, in all material respects, the financial position of Illinois-American Water Company (a 

wholly-owned subsidiary of American Water Works Company, Inc.) at December 3 1, 1999 and 

1998, and the results of its operations and its cash flows for the years then ended in conformity 

with accounting principles generally accepted in the United States. These financial statements 

are the responsibility of the Company’s management; our responsibility is to express an opinion 

on these financial statements based on our audits. We conducted our audits of these statements 

in accordance with auditing standards generally accepted in the United States, which require that 

we plan and perform the audit to obtain reasonable assurance about whether the financial 

statements are free of material misstatement. An audit includes examining, on a test basis, 

evidence supporting the amounts and disclosures in the financial statements, assessing the 

accounting principles used and significant estimates made by management, and evaluating the 

overall financial statement presentation. We believe that our audits provide a reasonable basis 

for the opinion expressed above. 

January 28,200O 



ILLINOIS-AMERICAN WATER COMPANY 
Balance Sheet 
~Dollsrs in thousands) 

Utility plant - at original cost 
Construction work in progress 
Accumulated deprcciatio” 

No” utility property 

current assets 
Cash 
Investments-restricted 
Customer accounts receivable 
Allowa”ce for uncollectible accounts 
Unbilled revenues 
Federal income tax refund due from associated colnpany 
Materials and supplies 
Deferred vacation pay 
Other 

Regulatory and other long-term assets 
Debt and preferred stock expense 
Expense of rate proceedings 
Deferred programmed maintenance 
Net regulatory asset - income taxes recoverable through rates 
Other 

Capital and Liabilities 

Common stock 
Paid-in capital 
Retained cnrnings 

Total common stockholder’s equity 
Preferred stock 
Long-term debt 

Total capitalization 
Current liabilities 

Bank debt 
Current portion of long-term debt 
Accounts payable 
Accrued taxes 
Accrued interest 
Accrued vacation pay 
Accrued wages 
Other 

Regulatory and other long-term liabilities 
Customer advances for construction 
Deferred income taxes 
Deferred investment tax credits 
Accrued other postretirement benefits 
Accrued pension cost 
Other 

Contributions in aid of construction 
Commitments and contingencies (Note 16) 

December 31, 
1999 1998 

$ 326,431 
20,793 

2&2gl 

‘563 
253,845 

$ 312,036 
7,565 

-3% 
‘563 

234,138 

1,820 
14,587 
4,436 
(158) 

3,524 
637 

1,474 
1,133 

460 
27,913 

44 

5,032 
(156) 

3,331 
161 

1,128 
1,041 

368 
10,949 

3,795 
42 

723 
5,036 

16 
9 612 -1- 

$LF&a-!. 

2,198 
225 
979 

4,725 
175 

8,302- 
$ 253,389 

$ 56,828 
1,896 

42 039 .-_L._- 
100,763 

762 
115,520 
217,045 

$ 56,828 
1,896 

38 673 ..--,L ..__ 
97,397 

848 
89,975 

188,220 

2,550 1,072 
5,591 685 
5,310 3,022 
1,262 1,329 
1,621 1,490 
1,133 1,041 

I82 140 
1,255 3,288 

18,904 12,067 

5,437 3,742 
21,562 21,457 

2,803 2,993 
842 842 

3,832 3,266 
373 442 

34,849 32,742 
20,572 20,360, 

$ 291,370 $ 253,389 



ILLINOIS-AMERICAN WATER COMPANY 
statement of Income 
(Dollars in thousands) 

Year ended December 3 1, 
1999 1998 

Operating revenues 
Opertating expenses 

Operation and maintenance 
Merger expenses 
Depreciation and amortization 
General taxes 
State income taxes 

$ 74,363 $ 72,900 

34,903 33,822 
1,395 - 

10,907 10,127 
3,960 3,343 

819 615 
Federal income taxes 

Other income 
Utility operating income 

Allowance for other funds used during construction 
Miscellaneous other income 

Other deductions 
Amortization of preferred stock expense 
Miscellaneous other deductions 
Taxes on other income and deductions 

GC”d 
State income 
Federal income 

Income before interest charges 
Interest charges 

Interest on long-term debt 
Amortization of debt expense 
Interest on bank debt 
Other interest 
Allowance for borrowed funds used during construction 

Net income 

5,457 6,464 
57,441 54,371 
16,922 18,529 

1,011 157 
748 281 

18,681 18,967 

I 1 
345 22 

7 8 
13 8 

132 83 
498 122 

18,183 18,845 

G,998 
177 
77 
38 

(422) 
6,868 

$ 11.315 

6,108 
140 _ 208 
28 

(94) 
6,390 

$ 12,455 

ILLINOIS-AMERICAN WATER COMPANY 
Statement of Retained Earnings 
JDollars in thousnnds) 

Retained earnings at beginning of year 

Year ended December 31, 
I999 1998 

$ 38,673 $ 35,347 

Dividends 
Preferred stock 
Common stock 

Retained earnings at end ofyear 

11,315 12,455 
49,988 47,802 

48 54 
7,901 9,075 
7,949 9,129 

$ 42.039 $ 38.673 



ILLINOIS-AMERICAN WATER COMPANY 
Statement of Cash Flows 
(Dollars in thousands) 

Cash flows from operating activities 
Net income 

Adjustments 
Depreciation and amortization 
Amortization, other 
Allowonce for other funds used during constnrction 
Provision for deferred income taxes 
Amortization of deferred investment tax credits 
Provision for losses an accounts receivable 
Expense of rate proceedings 
Other, net 
Changes in assets and liabilities 

Accounts receivable 
Unbilled revenue 
Materials and supplies 
Other current assets 
Accounts payable 
Federal income tax refwd due from associated company 
Accrued taxes 
Accrued interest 
Accrued pension costs 
Other current liabilities 

Net cash provided by operating activities 

Cash flows from investing activities 
Construction expenditures 
Restricted funds in investments 
Acquisitions 
Allowance for other funds used during construction 
cost of removal, net of salvage 

Net cash used in investing activities 
Cash flows from financing activities 

Proceeds from long-term debt 
Proceeds from c”mmon stock 
Net borrowings under line-of-credit agreement 
Repayment of long-term debt 
Customer advances and contributions 
Redemption of preferred stocks 
Dividends paid 
Debt issuance costs 

Net cash provided by financing activities 
Net change in cash 
Cash at beginning of year 

Cash at end ofyear 

Cash paid during the year for: 
Interest, net of capitalized amount 

Income taxes 

Year ended December 31, 
1999 1998 

s 11,315 $ 12,455 

10,907 10,127 
816 780 

(LO11) (157) 
105 (56) 

(259) (253) 
497 425 
(42) (8) 

(428) (448) 

101 (660) 
(193) (39% 
(346) (73) 
(184) 34 

2,288 833 
(476) 199 

(67) 373 
131 18 
566 565 

(L89Q (1,094) 
21,821 22,661 

(30,305) (25,416) 
(14,587) ” 

(1,6;0) 
1.011 157 
i762) (797) 

(44,643) (27,706) 

30,645 12,000 
20,000 

1,478 (19,906) 
(194) (88) 

2,454 3,062 
(86) (96) 

(7,950) (9,131) 

--+E 
1,776 - ’ 10 

44 34 

$ 1,820 $ 44 

$ 6,558 $ 6.232 

% 7.235 $ 6,963 



Illinois-American Water Company 
Statement of Capitalization 
(Dollars in fhousands, except per share amounts) 

Call P&e ‘. December 3 1, 
Per Share 1999 1998 

Common Stockholder’s Equity 
Common stock - no par value, authorized 7,500,OOO shares 

5,338,266 shares issued and outstanding in 1999 and 1998 
Paid- in capital 
Retained earnings 

Preferred Stock - $100 par value 
Without mandatory redemption requirements: 

Cumulative first preferred stocks-authorized 15,503 shares 
6.00% series, 5,500 shares issued and outstanding 

With mandatory redemption requirements: 
Cumulative preferred stocks - authorized 60,000 shares 

4-7/8% series, 320 shares issued and outstanding in 1999,480 in 1998 
5-l/4% series, 0 shares issued and outstanding in 1999, 100 in 1998 
6-3/4% series, 360 shares issued and outstanding in 1999, 480 in 1998 
6-7/8% series, 1,440 shares issued and outstanding in 1999, 1920 in 1998 

Long-Term Debt 
General mortgage bonds 

9.71% series due 2000 
8.54% series due 2001 
7.19% series due 2002 
6.57% series due 2004 
6.76% series due 2005 
9-5/S% series due 2019 
6.10% series due 2022 
5.15% series due 2023 
5.00% series due 2028 
5.10% series due 2029 

Notes payable 
Capital lease 

Less: Current portion of capital lease, notes payable and bond issue 

$ 56,828 $ 56,828 

1,896 1,896 
42,039 38,613 

100,763 97,397 

$105.00 550 550 
550 550 

$100.00 32 48 
$100.00 IO 
$100.00 36 48 
$100.00 144 192 

212 298 

5,100 5,100 
5,100 5,100 

2 1,000 2 1,000 
16,800 16,800 
7,000 7,000 
6,000 6,000 

11,000 11,000 
5,975 5,915 

12,000 12,000 
30,645 

491 596 
89 

121,111 90,660 
.--l&J .-8* 

$ 217.045 $ 188,220 

The accompanying notes are an integral part of these financial statements 



Illinois-American Water Company 
Statement of Common Stockholder’s Equity 
jDoIlars in thousands, except per share amounts) 

Common Stock Paid-in 
Shares Par Value Capital 

Common 
Retained Stockholder’s 
Earnings Equity - 

BALANCE AT DECEMBER 31,1997 4,203 $ 36,828 $ 1,896 

--- 
1,135 

Net income 
Issuance of common stock 
Dividends 

Preferred stocks 
Common stock, $1.69 per share _ 

BALANCE AT DECEMBER 31,199s 

--_ 
20,000 

--- 
--- 

-__ 
-__ 

_-_ 
--- 

--- 
___ 

5,338 $ 56,828 

___ 

$ 1,896 

Net income 
Dividends 

___ 

(54) 
(9,075) _ 

$ 38,673 $ 

11,315 11,315 

Preferred stocks --_ (48) (48) 
Common stock, $1.70 per share --- (7,901) _ (7,901) 

$ 35,341 $ 

12,455 
___ 

74,071 

12,455 
20,000 

(54) 
(9,075) 

97,391 

BALANCE AT DECEMBER 31,lPPP _. 5.338 $ 56,m $ 1,896 $.- 42.039 $- 100,763 

The accompanying notes are an integral part of these financial statements 



ILLINOIS-AMERICAN WATER COMPANY 
Notes to Financial Statements 
Page 1 
(Dollars in thousands) 

Note 1: Organization and Operation 

Illinois-American Water Company, Inc. (the Company) provides water service to approximately 148,000 
customers. This service is provided in 65 communities located in 7 counties in the state of Illinois. As a public 
utility operating in Illinois, the Company functions under rules and regulations prescribed by the Illinois Commerce 
Commission (the Commission). The Company is a wholly-owned subsidiary of American Water Works Company, 
Inc. (American). 

Note 2: Significant Accounting Policies 

Use ofEstimates 

The preparation of financial statements in conformity with generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities 
and the disclosure of contingent assets and liabilities at the date of the financial statements, and the reported 
amounts of revenues and expenses during the period. Actual results could differ from these estimates. 

The Company has incurred various costs and received various credits which have been reflected as 
regulatory assets and liabilities on its balance sheet. Accounting for such costs and credits as regulatory assets and 
liabilities is in accordance with Statement of Financial Accounting Standards No. 71, “Accounting for the Effects of 
Certain Types of Regulation.” (SFAS No. 71). This statement sets forth the application of generally accepted 
accounting principles for those companies whose rates are established by or are subject to approval by an 
independent third-party regulator. Under SFAS No. 71, regulated companies defer costs and credits on the balance 
sheet as regulatory assets and liabilities when it is probable that those costs and credits will be recognized in the rate 
making process in a period different from the period in which they would have been reflected in income by an 
unregulated company. These deferred regulatory assets and liabilities are then reflected in the income statement in 
the period in which the same amounts are reflected in the rates charged for service. 

Property, Plant and Equipment 

Additions to utility plant and replacements of retirement units of property are capitalized. Costs include 
material, direct labor and such indirect items as engineering and supervision, payroll taxes and benefits, 
tmusportation and an allowance for funds used during construction. The costs incurred to acquire and internally 
develop computer software for internal use are capitalized as a unit of property. Repairs, maintenance and minor 
replacements of property are charged to current operations. The cost of property units retired in the ordinary course 
of business plus removal cost (net of salvage) is charged to accumulated depreciation. The cost of property, plant 
and equipment is depreciated using the straight-line method. The depreciation rates, based on the average balance 
of depreciable property, were 3.5% in 1999 and 1998. 

In accordance with the Commission’s regulations, depreciation on contributed facilities is charged to 
contributions in aid of construction. Such depreciation amounted to $547 in 1999 and $512 in 1998. 

Utility plant acquisition adjustments include the difference between the purchase price of utility plant and 
its original cost (less accumulated depreciation) when first devoted to public service and are being amortized to 
income over periods of five to twenty-eight years. 



ILLINOIS-AMERICAN WATER COMPANY 
Notes to Financial Statements 
Page 2 
(Dollars in thousands) 

Cash and Cash Equivalents 

Substantially all of the Company’s cash is invested in interest bearing accounts. The Company considers all 
highly liquid investments with a maturity of three months or less when purchased to be cash equivalents. There 
were no cash equivalents held at December 3 1, 1999 or 1998. 

Investments - Restricted 

Bond proceeds from the 5.10% series bond offering can only be used to construct utility plant. At 
December 31, 1999, unexpended proceeds were held in escrow by the bond tmstee and were invested by the trustee 
in various securities, all of which had maturities of less than one year. These investments are classified as held to 
maturity in accordance with Statement of Financial Accounting Standards 115 “Accounting for Certain 
Invsestments in Debt and Equity Securities.” These securities are carried at amortized cost. 

Materials and supplies are stated at average cost. 

Regulatory and Long-Term Assets 

The Company has recorded a regulatory asset for the additional revenues expected to be realized as the tax 
effects of temporary differences previously flowed through to customers reverse. These temporary differences are 
primarily related to the difference between book and tax depreciation on property placed in service before the 
adoption by tbe Commission of full normalization for rate making purposes. 

The regulatory asset for income taxes recoverable through rates is net of the reduction expected in future 
revenues as deferred taxes previously provided, attributable to the difference between the state and federal income 
tax rates under prior law and the current statutory rates, reverse over the average remaining service lives of the 
related assets. 

Debt expense is amortized over the lives of the respective issues. Call premiums on the redemption of 
long-term debt, as well as unamortized debt expense, are deferred and amortized to the extent they will be recovered 
through future service rates. Expenses of preferred stock issues without sinking fund provisions arc amortized over 
thirty years from the date of issue; expenses of issues with sinking fund provisions are charged to operations as 
shares are retired. 

Expense of rate proceedings is deferred and amortized on a straight-line basis over a two-to-five year 
period, as authorized by the Commission in their determination of rates charged for service. 

Preliminary survey and investigation charges generally relate to future construction projects. Management 
believes these costs will ultimately be recovered through rates. 

Programmed maintenance costs are deferred and amortized to current operations on a straight-line basis 
over a period of seven to ten years, as authorized by the Commission in their determination of rates charged for 
service. 



ILLINOIS-AMERICAN WATER COMPANY 
Notes to Financial Statements 
Page 3 
(Dollan in thousands) 

Other Current Liabilities 

Other current liabilities at December 31, 1998 include payables to banks of $2,764 which represent checks 
issued but not presented to the banks for payment, net of the related bank balance. There were no payables to banks 
at December 31,1999. 

Advances and Contributions in Aid of Construction 

The Company may receive advances and contributions to fund construction necessary to extend service to 
new areas. As determined by the Commission, advances for construction are refundable for limited periods of time 
as new customers begin to receive service. Amounts which are no longer refundable are reclassified to 
contributions in aid of construction. 

Utility plant funded by advances and contributions is excluded from rate base and is not depreciated for 
rate making purposes. Generally, advances and contributions received during the period of January 1, 1987 through 
June 12,1996 have been included in taxable income and the related property is depreciable for tax purposes. As a 
result of a tax law change, advances and contributions received subsequent to June 12,1996 are excluded from 
taxable income and the related property is not depreciable for tax purposes. 

Water service revenues for financial reporting purposes include amounts billed to customers on a cycle 
basis and unbilled amounts based on estimated usage from the date of the latest meter reading to the end of the 
accounting period. 

The Company, its parent and affiliates participate in a consolidated federal income tax return. Federal 
income tax expense for financial reporting purposes is provided on a separate return basis, except that the federal 
income tax rate applicable to the consolidated group is applied to scparatc company taxable income and the benefit 
of net operating losses,‘if any, is recognized currently. 

Certain income and expense items are accounted for in different time periods for financial reporting than 
for income tax reporting purposes. Deferred income taxes have been provided on the difference between the tax 
bases of assets and liabilities and the amounts at which they are carried in the financial statements. These deferred 
income taxes are based on the enacted tax rates anticipated to be in effect when such temporary differences are 
expected to reverse. Regulatory assets and liabilities are recognized for the effect on revenues expected to be 
realized as the tax effects of temporary differences previously flowed through to customers reverse. 

Investment tax credits have been deferred and arc being amortized to income over the average estimated 
service lives of the related assets. 

Effective December 1, 1990, the Company was directed to prospectively defer state investment tax credits 
and amortize the tax credits over the average life of the related property. State investment tax credits generated 
prior to that date were recorded as a reduction to the state tax liability on a flow-through basis. 



ILLINOIS-AMERICAN WATER COMPANY 
Notes to Financial Statements 
Page 4 
(Dollars in thousands) 

Allowance for Funds Used During Construction (AFUDC) 

AFUDC is a non-cash adjustment to income with a corresponding charge to utility plant which represents 
the cost of borrowed funds and a return on equity funds devoted to plant under construction. AFUDC is recorded to 
the extent permitted by the Commission. 

Environmental expenditures that relate to current operations or provide a future benefit are expensed or 
capitalized as appropriate. Remediation costs that relate to an existing condition caused by past operations are 
accrued when it is probable that these costs will be incurred and can be reasonably estimated. There were no 
remediation costs accrued at December 31, 1999 and 1998. 

Long-lived assets and certain identifiable intangible assets held and used by the Company arc reviewed for 
impairment whenever events or changes in circumstances indicate that the carrying amount of the assets, on a 
separate entity basis, may not be recoverable. If the sum of the future cash flows expected to result from the use of 
the assets and their eventual disposition is less than the carrying amount of the assets, an impairment loss is 
recognized. Measurement of an impairment loss would,be based on the fair value of the assets. A regulatory asset 
is charged to earnings if and when future recovery in rates of that asset is no longer probable. 

Certain reclassifications have been made to conform previously reported data to the current presentation. 

Note 3 -Utility Plant 

The components of utility plant by category at December 3 1 are as follows: 
Water plant -l..T% 

sources of supply SE6 
88:006 

$ 8,303 
Treatment and pumping 87,110 
Transmission and distribution 128,986 120,533 
Services, meters, and fire hydrants 70,413 66,800 
General struchxes and equipment 30.610 J&m 

326,431 312,036 
Construction work in progress 20,793 7,565 
Less - accumulated depreciation J&&g J.&&g 

$ 253.282 $ 233.515 

Note 4: Preferred Stocks 

Certain preferned stock agreements, with mandatory redemption requirements, require annual sinking fund 
payments of $76 in 2000, $76 in 2001, and ending with $60 in 2002. 

Preferred stock agreements, with mandatov redemption requirements, contain provisions for redemption at 
various prices on thirty days’ notice, at the Company’s discretion. In the event of liquidation, whether voluntary 
or involuntary, the shares of each series are redeemable at $100 per share. Ail call prices are on thirty days’ notice 
plus accrued dividends. 



ILLINOIS-AMERICAN WATER COMPANY 
Notes to Financial Statements 
~Page5 
(Dollars in thousands) 

Note 5: Long-Term Debt 

Maturities of long-term debt will amount to $5,100 in 2000 and 2001, $21,000 in 2002, $0 in 2003 and 
$16,800 in 2004. 

The general mortgage bond indentures contain clauses restricting the declaration of common stock 
dividends and other distributions on capital stock if common stockholders’ equity falls below a specified amount. 
There were no reslrictions at December 31, 1999. 

The general mortgage bonds are issuable in series. No bonds senior to the general mortgage bonds may be 
issued so long as the general mortgage bonds are outstanding. The amount of bonds authorized is unlimited as long 
as long-tam debt does not exceed 65% of capitalization. Long-term mortgage debt is secured by utility plant. 

The Company has an outstanding note payable to a municipality. The note accrues interest at 6.50% 
compounded annually. The note is payable in annual installments of $140, which include principal and interest. 
The first principal and interest payment was made in August 1999 and subsequent payments are due each August 
thereafter until August 2003. Principal and accrued interest on the note are callable at any time. The outstanding 
balance was $491 and $596 at December 31, 1999 and 1998, respectively. 

The Company’s capital lease, the Peoria office building, expired on September 30, 1999. Leased property 
totaled $615 at December 31, 1998. Associated accumulated amortization was $587 at December 31, 1998. 
Amortization of the capital lease asset was $28 in 1999 and $31 in 1998. The Company made lease payments of 
$97 and $106 in 1999 and 1998, ofwhich $8 and $23 represented interest, respectively. 

Note 6: Compensating Balances and Bank Debt 

During 1999, the Company maintained a bank line of credit the terms of which included different 
commitment amounts in each calendar quarter of the year. The maximum commitment available during the year 
was $6,750, and the amount available at December 31, 1999 was $5,500. The total of the unused line of credit at 
December 31, 1999 was $2,950. The Company historically finances short-term cash requirements with borrowings 
from banks which are repaid with the proceeds of a long-term financing. Borrowings under this line of credit are 
payable on demand and bear interest at variable rates. The agreement with the bank has no compensating balance 
requirement. 

The maximum amount of short-term bank borrowings outstanding during 1999 was $6,000, and the 
average amount outstanding during the year was $1,442. The weighted average annual interest rate on these 
borrowings during 1999 was S.49%, and the interest rate at December 31, 1999 was 6.00%. 

Note 7: Financings 

During 1999 and 1998, the Company completed the following tinancings: 

Q& &Qg& ImE 
06123199 $30,645 General mortgage tax exempt bonds, 5.1% series, due June 1,2029 
02124/98 $12,000 General mortgage tax except bonds, 5.0% series, due February 1,202s 
02124198 $20,000 Common stock, 1,135,074 shares, no par value 

Proceeds of these fmancings were used to repay bank debt, provide working capital, and finance 
construction. 



ILLINOIS-AMERICAN WATER COMPANY 
Notes to Financial Statements 
Page 6 
(Dollan in thowlnds, 

The 5.1% and 5.0% general mortgage bonds were sold to an underwriter at a price equal to the principal 
amounts. The underwriter resold the bonds to the general public. The common stock was issued to the Company’s 
parent, American Water Works Company, Inc. 

Note 8: General Taxes 

Components of general tax expense for the years presented in the statement of income are as follows: 

Franchise 
Property and capital stock 
Payroll 

Note 9: Income Taxes 

.QEf m 
$ 80 $ 57 

2,774 2,215 
u m 

$&&7 $3.351 

Components of income tax expense for the years presented in the statement of income are as follows: 

State income taxes: 
Current 
Deferred 
Current 
Non-current 
Investment tax credits deferred, net of amortization 

Federal income taxes: 
Current 
Deferred 

Current 
Non-current 
Amortization of deferred investment tax credits 

LB2 .EQ 
$ 677 $ 492 

1 -- 
109 42 

45 89 
$832 $623 

$5,760 $ 6,838 

6 
(5:) 

& 
-Ql5.) 
$ 6.547 

A reconciliation of income tax expense at the statutory federal income tax rate to the actoal income tax 
expense is as follows: 

Income tax at stahltory rate of 35% 
Increases (decreases) resulting from - 

State taxes, net of federal income taxes 
Flow through differences 
Amortization of investment tax credits 
Other, net 

Actual income tax expense 

m -LB3 
$6,208 $ 6,869 

541 405 
152 152 

(235) (235) 
&Lg -.LL!l 

$6.421 $7.170 
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The following table provides the components of the net deferred tax liability at December 31: 

Deferred tax assets: 
Advances and contributions 
Deferred investment credits 

LB2 .I.?.98 

$ 10,304 $ 9,548 
834 9225 

Deferred tax liabilities: 
Utility plant, principally due to depreciation differences $32,373 $31,379 
Income taxes recoverable through rates 1,358 1,355 
Other J.JQ& J&8.2 

$&J..E2 $33.819 

Net deferred tax liabilities $21.$52 $21.457 

No valuation allowances were required on deferred tax assets at December 31, 1999 and 1998. 

Note 10: Rate Matters 

As necessary, the Company applies to the Commission for changes in the rates charged for service. The 
rate increase request is based on the level of operating expenses and capital costs that are expected to be in effect 
when the rates become effective. The revenues requested are based on projected sales during the future test year 
selected by the Company as the base period. During 1999, the Company did not submit any new rate filings. 

Note 11: Employee Benefit Plans 

Employees’ Stock Ownership Plan 

The Company participates in an Employees’ Stock Ownership Plan sponsored by American which provides 
for beneficial ownership of American common stock by all associates who are not included in a bargaining unit. 
Each participating associate can elect to contribute an amount that does not exceed 2% of their wages. In addition 
to the associate’s participation, the Company makes a contribution equivalent to %% of each participant’s qualified 
compensation, and matches 100% of the contribution by each participant. The Company expensed contributions of 
,$119 for 1999 and $116 for 1998 that it made to the plan. The trustee of the plan may purchase shares of American 
common stock at the prevailing market price from American, in the open market, or in a private transaction. 

Savings Plan for Employees 

The Company participates in a 401(k) Savings Plan for Employees sponsored by American. All 
Associates can make contributions that are invested at their direction in one or more funds including a fond 
consisting entirely of American common stock. The Company matches SO% of the first 4% of each associate’s 
wages contributed to the plan. The Company expensed matching contributions to the plan totaling $205 for 1999 
and $206 for 1998. All of the Company’s matching contributions arc invested in the fund of American common 
stock. The trostee of the plan may purchase shares of American common stock at the prevailing market price from 
American, in the open market, or in a private transaction. 
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Note 12: Postretirement Benefits 

Pension Benefits 

The Company participates in a noncontributory defmed benefit pension plan sponsored by American 
covering substantially all associates. Benefits under the plan are based on the associate’s years of service and 
average annual compensation for those 60 consecutive months of employment which yield the highest average. 
Pension cost of the Company is based on an allocation from American of the total cost related to the plan. 
Information regarding accumulated and projected benefit obligations is not prepared at the subsidiary level. The 
Company’s funding policy is to contribute at least the minimum amount required under the Employee Retirement 
Income Security Act of 1974. The Company made no contributions to the plan in 1999 OT 1998. 

Postretirement Benefits Other Than Pensions 

The Company participates in an American plan that provides certain life insurance benefits for retired 
associates and certain health care benefits for retired associates and their dependents. Substantially all associates 
may become eligible for those benefits if they reach retirement age while still working for the Company. Retirees 
and their dependents under age 65 can elect either a comprehensive medical plan under which covered expenses are 
paid at 80% after an annual deductible has been satisfied or a managed care plan that requires copayments. 
Associates who elect to retire prior to attaining age 65 are generally required to make contributions towards their 
medical coverage until attaining age 65. Retirees and their dependents age 65 and over are covered by a Medicare 
supplement plan. Costs of the Company are based on an allocation from American of the total cost related to the 
plan. Information regarding accumulated and projected benefit obligations is not prepared at the subsidiary level. 
The Company made contributions to trust funds established for these postretirement benefits of $1,697 in 1999 and 
$1,545 in 1998. The Company’s policy is to fund postretirement benefits costs accrued. 

Note 13: Related Party Transactions 

American Water Works Service Company, Inc. (Service Company), an affiliate, provides certain 
management services to the Company (administration, accounting, data processing, engineering, etc.) and other 
operating water companies in the American Water Works System on an at-cost, not-for-profit basis in accordance 
with a management and service agreement. Purchases of such services by the Company were accounted for as 
follows: 

..Lw m 
Included in operation and maintenance 

expense as a charge against income $ 1,880 $ 1,432 
Capitalized in various balance sheet accounts 352 294 

$2.232 $1.726 

The Company has operating (and/or purchase) agreements with AmericanAnglian Environmental 
Technologies, Inc. (AAET), an affiliate, for the lease (and/orpurchase) of granular activated carbon at three of the 
Company’s water treatment plants. The agreements provide for AAET to regenerate the spent carbon and return it 
to the water treatment plant where it originated. Under the terms of the agreements, AAET will provide carbon for 
a period of 36 months. The carbon is scheduled for replacement at 12 or 36 month intervals and is warranted to 
perform to specific standards during the period. The Company paid $23 1 in 1999 and $273 in 1998 to AAET under 
these agreements. 
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Note 14: Fair Values of Financial Instruments 

The following methods and assumptions were used by the Company in estimating its fair value disclosures 
for financial instruments: 

Current assets and current liabilities: The carrying amount reported in the balance sheet for current assets 
and current liabilities approximates their fair values. 

Preferred stocks with mandatory redemption requirements and long-term debt: The fair values of the Com- 
pany’s preferred stocks with mandatory redemption requirements and long-term debt are estimated using discounted 
cash flow analyses based on the Company’s current incremental fmancing rates for similar types of securities. 

The carrying amounts and fair values of the Company’s financial instruments at December 3 1 are as 
follows: 

1999 1998 
Carrying carrying 
M Fair Value &QyJt Fair Value 

Preferred stock with mandatory 
redemption requirements $ 212 $ 209 $ 298 $ 301 

Long-term debt, including 
current maturities other than 
obligations under capital leases $121,111 $114,779 $90,571 $98,144 

Note 15: Operating Leases 

The Company has entered into operating leases involving certain facilities and equipment. Rental expenses 
under operating leases were $530 for 1999 and $362 for 1998. The operating leases for the facilities expire in three 
years and the operating leases for the equipment expire over the next five years. Certain leases have renewal 
options ranging from one to five years. 

At December 3 1,1999, the minimum annual future rental commitments under operating leases that have 
initial or remaining noncancellable lease terms in excess of one year are $284 in 2000, $284 in 2001, $276 in 2002, 
$262 in 2003, and $261 in 2004. 

Note 16: Commitments and Contingencies 

The Company’s construction program for 2000 is estimated to cost approximately $58,000. Commitments 
have been made in connection with certain projects included in this program. 

The Company is routinely involved in legal actions. In the opinion of management, none of these matters 
will have a material adverse effect, if any, on the financial position or results of operations of the Company. 
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Note 17: Acquisitions and Pending Mergers 

On June 25,1999, American merged with National Enterprises Inc. (NEI) in a business combination that 
was accounted for as a pooling of interests. Northern Illinois Water Corporation (‘~orthem”) is an indirect wholly 
owned subsidiary of NEI. The operations of Northern provide water service to approximately 62,000 customers. 
This service is provided in sixteen communities located in four counties in the State of Illinois. On August 13, 
1999, the Company and Northern filed an application with the Commission for approval of the merger and proposed 
re-organization of the Company and Northern. This application is subject to approval by the Commission. 

During 1999, the Company entered into an agreement with United Water Works, Inc. whereby it will 
purchase all of the stock of United Water Illinois, Inc. (“United”). The Company will account for the acquisition as 
a purchase of the stock of United. The estimated purchase price is $10.3 million. The operations being acquired 
provide water service to approximately 5,900 customers. This service is provided in one community located in one 
county in the State of Illinois. This agreement is subject to approval by the Commission. 

During 1999, American and the Company entered into an Asset Purchase Agreement with Citizens Utility 
Company (“Citizens”) whereby the Company will purchase the water and wastewater assets of Citizens in Illinois 
for approximately $219.9 million. The operations being acquired provide service to approximately 38,400 water 
customers and 34,200 wastewater customers throughout the State of Illinois. This agreement is subject to approval 
by the Commission. 

During 1999, the Company recorded pretax expenses of $1.4 million, reflecting the one-time costs incurred 
in connection with the anticipated mergers between the Company and Northern, United, and Citizens. The merger 
related costs consist primarily of severence costs as well as vesting of certain benefits, professional fees and other 
costs. The merger related costs have been reported on a separate line item in the statement of income for the year 
ended December 31,1999. 
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